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Abstract 
Outsourcing service providers are progressively being seen not just as efficient partners to 
handle peripheral tasks, but also as potential sources of impactful innovations. However, 
as clients reset the bar from cost efficiencies to mutual strategic value creation, the 
outcomes far too often fail to live up to such ambitious goals. This increasingly prevalent 
issue takes center stage in our conceptual paper, wherein we investigate the dynamics and 
effects of (mis)aligned strategic goals at the client- and service provider-side during the 
joint innovation formation process. By integrating goal-framing theory as the underlying 
theoretical perspective and drawing on relevant IS outsourcing and distributed innovation 
literature, we introduce the innovation-molding framework to shed light on the influence 
of strategic goals on collaborative activities at each phase of the development process in 
innovation-focused outsourcing engagements. We contribute to IS outsourcing literature 
and offer some directions for future research related to the emerging innovation through 
outsourcing stream. 
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Introduction 
“Innovate or die.” The adage often associated with Peter Drucker is nowadays more relevant than ever 
(Ignatius 2014). The global research and development report in the latest R&D Magazine (2018) shows that 
already tight research and development budgets are being squeezed to the very last cent, and a range of 
creative ideas is expected to emerge in the twinkling of an eye. In order to face these present-day concerns 
effectively, firms need to find ways to innovate quickly. An immense amount of untapped potential is 
available in outsourcing arrangements, where the client and service provider engage in innovation projects 
through what we term an “innovation-molding” process, with the mutually cultivated innovation being 
beneficial for both partners. Clients tend to pursue innovations that may significantly transform internal 
processes (e.g., Su et al. (2015) mention the development of an award-winning customer relationship 
management system by one of the providers of a Global Bank), and/or innovate their product/service 
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offerings to their customers (e.g., a social-media-based marketing platform that Infosys developed for 
Diageo, a global premium drinks company, mentioned in Oshri et al.'s (2015) study). Service providers, on 
the other hand, see collaborations with their top strategic clients as an opportunity to learn from industry 
leaders and expand their offering of outsourced services (Alcacer and Oxley 2014).  
The conventional preconception of outsourcing as associated exclusively with operational matters like cost 
reduction is slowly being replaced with a new perspective: outsourcing is now seen to provide a viable 
alternative for not only achieving operational objectives, but increasingly also strategic goals. This modern 
ideology suggests that the client firm can reach beyond its own boundaries to enhance its offerings and/or 
improve internal processes by tapping into external knowledge, thus presenting a worthwhile alternative to 
developing strategic innovations in-house (Weeks and Feeny 2008). As applied by global industry 
powerhouses such as Apple with increasingly integrated contract manufacturer Foxconn (Marion and Friar 
2012), IBM with TelecomCorp (Kotlarsky et al. 2016), or public organizations like the Korean government 
(Moon et al. 2010), realizing the full potential of outsourcing relationships can be an appropriate approach 
to satisfying a firm’s appetite for more innovation. However, the road to such innovation-enabling 
outsourcing projects is rocky, as it challenges firms to mutually manage the contrasting combination of 
creativity-based technological innovation development and cost-related motives for outsourcing (Aubert et 
al. 2015). Previous studies report several failed cases where the outcome of such high-performing 
outsourcing arrangements has been disappointment due to unfulfilled or mismatched goals and 
expectations (Su et al. 2015; Weeks and Feeny 2008). 
Even though the number of IS outsourcing studies that concentrate on these increasingly prevalent 
innovation-focused engagements has risen recently, the body of research is still in its infancy and trails 
behind rapidly progressing industry practice (Kotlarsky et al. 2015). Specifically, there is a shortage of 
information systems (IS) studies that tie together insights from strategic outsourcing with related 
innovation literature to draw a more comprehensive picture of these evolved arrangements. Thus, we aim 
to contribute to this as yet largely uncharted but growing research field by focusing on the salient issue of 
misaligned strategic goals (based on the goal-framing theory adapted to the business context (Birkinshaw 
et al. 2014)), and their effects on the innovation formation process and consequent outcomes.   
Accordingly, guided by our interest in understanding how strategic innovations are developed in ongoing 
IS outsourcing relationships between clients and service providers, we aim to investigate the dynamics and 
effects of (mis)aligned strategic goals at the client- and service provider-side during the joint innovation 
formation process. Specifically, we focus on: (1) understanding interactions between the client and provider 
aiming to achieve strategic innovations in product, service or business processes; and (2) conceptualizing 
the process through which the client and provider jointly “mold” innovation, and how they set and adjust 
their goals throughout this process.  
Our contribution is twofold. First, we build a theoretical basis for, the conceptualized “innovation-molding” 
framework by tying together relevant IS outsourcing and distributed innovation literature. Second, we 
adopt goal-framing theory to identify how clients and providers pursuing innovations can construct 
mutually beneficial outsourcing relationships.  
Literature Review  
Innovations through IS Outsourcing Relationships 
Innovation through IS outsourcing relationships is an emerging stream in the literature that highlights 
strategic aspects of the IS outsourcing domain. It primarily builds on the modern perception of outsourcing, 
which is progressively unshackling itself from its outdated role as a mere efficiency enhancing tool and 
moving towards being regarded as a vital corporate strategy (Kakabadse and Kakabadse 2005). Notably, 
the stream must not be confused with R&D outsourcing research, which promulgates a pay-for-innovations 
business model and investigates the associated transfer of developmental activities to specialized 
institutions (e.g. Quinn 2000). Research on tactical outsourcing engagements and the R&D outsourcing 
notion draws a clear line between the client and service provider. The research on innovation within 
strategic IS outsourcing engagements suggests more fluid boundaries, where the client can enhance its 
offerings and/or improve internal processes by tapping into the external provider’s capabilities (Lacity et 
al. 2016; Weeks and Feeny 2008). Consequently, a rich and complex collaborative culture is nurtured, 
characterized by a redefinition of the relationship status from a contract-focused client-provider 
arrangement to a long-term quality-focused “win-win” partnership between equal business partners, and 
Enabling Strategic Technological Innovation in Outsourcing Relationships  
 
 Thirty ninth International Conference on Information Systems, San Francisco 2018 3 
by a mutual, proactive pursuit of strategic value creation (Lacity and Willcocks 2013; Levina and Ross 2003; 
Lin et al. 2016). As the relationship is deepened, the firm benefits from the opportunity to map out their 
partner’s business in detail, which consequently facilitates the development of innovations that have the 
potential to exceed operational utility (Hoecht and Trott 2006; Oshri et al. 2015). 
Contemporary studies investigating innovations through outsourcing proliferate in different research 
directions, and, based on their core focus, can be broadly categorized, as illustrated in Figure 1, into those 
concentrating more on: (1) the consequences of focusing on innovation in outsourcing, and including topics 
such as the drivers/expected benefits and requirements/challenges; (2) the outsourcing relationship, and 
primarily investigating the governance of such high-performing strategic outsourcing relationships; and (3) 
a holistic focus discussing how outsourcing affects joint innovation development.  
 
 
Figure 1. Selected Key Studies 
 
Research in the first category has largely explored the positive and negative effects of shifting from a cost-
focused to an innovation-focused engagement. Advocates commonly highlight the additional breadth and 
depth of capabilities the service provider can bring to the table (Chung and Kim 2003; Levina and Ross 
2003), including complementary cutting-edge expertise, as well as reduced innovation development time 
and costs, and improved market adaptability through exchanging current market and technological 
information (Chung and Kim 2003; Takeishi 2002). In return, the service provider can experience 
improved task specialization by continuously repeating and refining tasks in their task domain (Miozzo and 
Grimshaw 2005), capitalize on the increased exposure to frontier technologies across a range of industries 
due to broad client portfolios, and steadily move up the value curve, as well as improve their market position 
and reputation to win over new clients (Alcacer and Oxley 2014). However, even though these benefits are 
widely acknowledged, other studies have introduced equally convincing arguments for not engaging in 
innovation-focused outsourcing, or at least engaging with due care. Key risks include a greater chance of 
information leakage and provider “lock-in” on the client side, the degradation of leading-edge expertise to 
mere industry standard on the provider side, incompatible paces of technological change, or the surfacing 
of unbridgeable cultural differences as the deepened cooperation commences (Hoecht and Trott 2006; Shi 
2007).  
In traditional outsourcing engagements, formal contractual mechanisms usually stand in the foreground to 
ensure smooth execution of the project (Aubert et al. 2015). A strategic outsourcing engagement, however, 
adds important relationship-focused elements to the collaboration as service providers are deeply 
integrated into vital activities along with servicing peripheral IT tasks (Weeks and Feeny 2008). As a 
consequence, the contract and associated formal mechanisms are only effective to a limited extent, since 
not all innovation-related project outcomes are tangible or predictable and can therefore not be 
appropriately formulated (Hoecht and Trott 2006). Thus, the formal instruments employed need to be 
reconciled with relational governance efforts to optimally facilitate the generation of innovations through 
the outsourcing engagement (Oshri et al. 2015). Relational mechanisms such as high levels of trust, 
relational flexibility and cultural compatibility contribute to a successful strategic outsourcing project 
(Hoecht and Trott 2006; Miranda and Kavan 2005; Oshri et al. 2015; Roy and Sivakumar 2012). 
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The emerging notion of achieving innovations as a potential outcome of strategic outsourcing engagements 
is both revered and reviled among scholars as there is no unanimity regarding the significantly increased 
risk-reward trade-off. In this regard, relevant key quantitative studies have identified a curvilinear, inverted 
U-shaped relationship between innovation and outsourcing, which implies that clients can benefit from 
innovations through strategic outsourcing, but only up to a point, after which additional investment in the 
collaboration can become detrimental due to trusted partners turning into opportunistic providers, and 
reduced internal learning opportunities as they “hollow out” their capabilities (Rothaermel et al. 2006; 
Weigelt and Sarkar 2012). Similarly, qualitative studies with a holistic view have discussed this dilemma, 
describing the paradox inherent in these arrangements, where conventional outsourcing guidelines 
including tight contracts and limited flexibility for improved efficiency contradict the dynamic 
characteristics of innovative activities, and offer practical suggestions to redress potential imbalances 
between the two (Aubert et al. 2015; Kotlarsky et al. 2016). Utilizing the affordance theory lens, Kotlarsky 
et al. (2016), for instance, found that strategic innovation-support practices at IBM were actually employed 
to realize multiple different affordances rather than an affordance originally identified as paradoxical.  
Overall, while some studies have already started to investigate the successful formation of innovations 
through outsourcing, relevant IS research from a bird’s eye perspective is still in its early stages. As our 
understanding continues to extend into different directions, it remains of interest to see exactly how 
innovations, particularly strategic technological innovations rather than incremental optimizations, emerge 
in outsourcing relationships. Intrigued by the currently fragmented findings, we turn to literature from the 
innovation discipline that may shed light on innovation from external sources. 
Innovation from External Sources 
We turn to recent open innovation in particular to find insights related to the as yet underexplored 
innovation formation process in outsourcing engagements. By synthesizing integrated and open models of 
innovation, West and Bogers (2014) introduce the four-phase model for leveraging external sources of 
innovation, as visualized in Figure 2. From a client perspective, this model conceptualizes a sequential 
process from the creation of external innovation to its delivery to the customer, and involving three major 
steps and a reciprocal interaction mechanism.  
 
Figure 2. Four-phase Process Model for Leveraging External 
Sources of Innovation (adapted from West and Bogers, 2014) 
 
The obtainment of innovations from external sources is the first step and includes activities related to the 
identification and acquisition of innovations. Studies in IS and innovation particularly identify suppliers as 
a significant source of external innovation, and as being able to facilitate the generation of incremental and 
radical innovations on a micro, firm-level or macro, industry-level (Bogers and West 2012; Kotlarsky et al. 
2016; Oshri et al. 2015; Su et al. 2015). Yet, the supplier’s knowledge base can be enormous. Acquisition of 
the complete knowledge stream can overstrain the client’s ability to handle the influx of this vast amount of 
new knowledge, effectively, resulting in a disastrous information overload (Mani et al. 2010). Innovation 
scholars describe this issue as an inverted U-shaped relationship between external knowledge transfer and 
innovative performance, similar to the one identified by IS scholars mentioned above (Hsu and Lim 2014). 
Therefore, carefully filtering useful external innovations is key to optimally complementing the client’s 
internal knowledge (West and Bogers 2014).   
The integration of identified and acquired innovations from external sources is the second step. West and 
Bogers (2014) emphasize culture compatibility and technical capability as important to properly utilizing 
external innovations. Regarding the former, the “not-invented-here” syndrome (Katz and Allen 1982) 
represents a substantial cultural barrier to the strategic intent of integrating external innovations 
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(Hussinger and Wastyn 2016; West and Bogers 2014). Specifically, the client must reduce potential internal 
resistance to external innovations caused by a perceived threat to the organization’s identity. This can be 
achieved, for instance, by clearly communicating how a lack of competencies can be compensated for by 
integrating the supplier’s knowledge, or by restructuring inappropriate incentive schemes (Hussinger and 
Wastyn 2016). Regarding the latter, absorptive capacity (Cohen and Levinthal 1990) determines the 
successful utilization of external innovations. In the outsourcing literature, this concept is linked to both 
the client and supplier and describes their ability to scan, acquire, assimilate, and exploit valuable 
knowledge.  
The commercialization of integrated external innovations is the third and last linear step of the process 
model. The alignment of innovation and commercialization strategies to the client’s business model 
represents the quintessence of successfully leveraging external sources of innovation. Another focus in this 
phase is to measure the impact of the created and captured value. However, due to the creative nature 
underlying the generation of incremental and especially radical innovations, measuring the quality of 
output in progress has proven to be quite difficult and can, at best, only be done after full development (Roy 
and Sivakumar 2012).  
The overarching interaction mechanism includes feedback loops and reciprocal interactions with suppliers, 
networks and communities, thereby affecting each of the three previous steps to different extents. A 
significant aspect is the learning effect, which the existing IS outsourcing literature has researched from 
various angles. Studies on innovations in outsourcing relationships describe a learning curve that drives 
innovation performance and is enabled by variables like client technology skills, measurement specificity, 
or the number of generations of outsourcing a firm has gone through (Weeks and Feeny 2008).  
Overall, West and Bogers's (2014) process model (see Figure 2) represents a comprehensive 
conceptualization of leveraging external knowledge that encompasses a variety of step-specific and 
overarching innovation topics of importance. However, as these topics are segregated and categorized into 
distinctive phases, it becomes clear that the open innovation body of literature lacks a dynamic perspective 
of how exactly the innovation is transferred from one party (the external innovation source) to another 
party (the focal firm) after its identification. The arrows connecting each box represent this issue visually. 
Accordingly, it is within the scope of our study to: (i) investigate the implications of the loop representing 
the transfer of innovation from the “obtaining” to the “integrating” stage (i.e., the first arrow), under 
consideration of an influencing “interaction” mechanism (i.e., reverse arrow, from “focal firm” to the 
“innovation source”); and (ii) contextualize this within an ongoing outsourcing relationship.  
While innovation literature that focuses on leveraging external sources of innovation highlights the 
importance of interactions between the focal firm and an innovation source, the motivation of the 
participating parties that drives such interactions in pursuit of innovation is unclear. Specifically, in the 
outsourcing context we recognized a potential for conflicting motivations since each party – client and 
service provider – has multiple goals: (i) those associated with contractually agreed service level agreements 
(SLAs); and (ii) their own strategic business objectives (which are different for client and service provider 
firms). This notion of multiple goals triggered our interest in exploring the suitability of goal-framing theory 
in our attempt to investigate the dynamics and effects of (mis)aligned strategic goals at the client- and 
service provider-side during the joint innovation formation process.   
Adopting a goal-framing theory lens to the firm-level 
Originally, goal-framing theory was conceptualized from an individual's perspective to understand the way 
people process information and act upon it in any given situation (Lindenberg 2001; Lindenberg and Steg 
2007), but has recently been extended to the business environment adopting an employee perspective (Foss 
and Lindenberg 2013; Lindenberg and Foss 2011) and firm perspective (Birkinshaw et al. 2014). In essence, 
the theory combines cognitive and motivational dimensions and their interaction in the dynamics of three 
distinct overarching goals that govern large sets of subgoals at any moment (Foss and Lindenberg 2013; 
Lindenberg 2001; Lindenberg and Steg 2007). The three overarching goals encompass: (i) the short-term 
hedonic goal that activates subgoals that improve the way one feels right now; (ii) the middle- or long-term 
gain goal, where individuals guard or improve their resources; and (iii) the normative goal, where 
individuals act appropriately in a social environment (Foss and Lindenberg 2013; Lindenberg 2001; 
Lindenberg and Steg 2007). These strategic goals can be activated (they are “focal”) intentionally or 
unintentionally as an automatic reaction to situational cues (Lindenberg 2001; Lindenberg and Steg 2007). 
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Accordingly, a “goal-frame” indicates that the activated goal creates a frame which influences behavior and 
selected actions to satisfy the focal goal (Foss and Lindenberg 2013; Lindenberg 2008).  
When one of the three goals is focal, then it is more strongly activated than the other two, and pushes them 
into the background (Foss and Lindenberg 2013). Linked to this, goal-framing theory is defined by two 
underlying notions: (i) the goal-frame can support or be in conflict with background goals; and (ii) goal 
frames follow an order, with hedonic goals being the strongest, followed by gain goals, with normative goals 
being the weakest (Lindenberg 2001; Lindenberg and Foss 2011; Lindenberg and Steg 2007). The 
underlying reason is that hedonic goals and gain goals have a default priority, since basic needs are 
expressed by hedonic goals and caring for one’s own resources is vital for individual adaptive advantages 
gained through cooperating in groups (Foss and Lindenberg 2013; Lindenberg and Foss 2011). Hence, a 
normative goal is the most precarious and can be easily displaced by the other two types of goal without 
appropriate arrangements. This results in a potential goal-framing dynamic, where focal normative goals 
can, over time, be pushed into the background without appropriate governance support, or may even never 
become active due to a dominant hedonic or gain goal (Lindenberg and Foss 2011). Thus, the active and less 
active goal-frames need to be constantly balanced with one another  (Birkinshaw et al. 2014). 
Goal-framing theory suggests that normative goals are the most conducive to value creation because they 
promote a genuine motivation to engage in collaborative activities (Foss and Lindenberg 2013). The 
formation of innovations in these normative goal frames is particularly facilitated by involvement in a joint 
endeavor, which encourages prosocial behavior like the spontaneous sharing of knowledge and discourages 
opportunism since all individual efforts are geared towards the achievement of collective goals (Foss and 
Lindenberg 2013; Lindenberg and Foss 2011). This notion of common goals as facilitators of innovations is 
also reflected in relevant IS literature, where a substantial redesign of initially tight formal mechanisms and 
application of pertinent relationship enablers geared towards the achievement of joint goals is suggested to 
foster strategic value creation (Oshri et al. 2015; Weeks and Feeny 2008). In practice, however, 
mismatching egocentric goals driven by financial concerns are widespread in outsourcing, since win-win 
visions and associated risk-sharing mechanisms are unlikely to have existed at the early stages of the 
outsourcing arrangement (Weeks and Feeny 2008). Thus, the client and service provider should focus on 
accomplishing the displacement of initially focal gain goals through the introduction and continuous 
preservation of a normative win-win goal as the focal overarching goal when strategic innovations are 
sought through the arrangement (Lacity and Willcocks 2013; Weeks and Feeny 2008). 
An Integrated Innovation-molding Framework  
Based on the reviewed literature, we set out a framework visualized in Figure 3 for the analysis of how 
strategic technological innovations can be jointly “molded” for the client in ongoing outsourcing 
engagements after the service provider’s extensive pool of innovations and/or innovation resources is 
tapped into. By acknowledging the paramount link between the firm’s strategic goals and expanding on the 
open innovation development process as proposed by West and Bogers (2014), our conceptualized 
innovation-molding framework is designed to answer questions about how initially diverging client and 
service provider-specific strategic goals can be aligned with the commencement of the innovation-focused 
outsourcing engagement, how and why such aligned strategic goals may derail during the innovation 
formation process, and how such aligned or misaligned strategic goals affect the interactions in each phase 
and across multiple phases of the open innovation development process. With the integration of goal-
framing theory, we can delve deeper into the distinct types of strategic goals, which then allows us to 
compare and contrast the effectiveness of matching or diverging goal constellations from both partner 
perspectives throughout the innovation formation process; for instance in the ideal case, where the client 
and provider equally adopt a normative goal-frame throughout the engagement and genuinely work 
towards a win-win outcome, or, alternatively, when one or even both partners act according to hedonic/gain 
goal-frames.  
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Figure 3. Innovation-molding Framework 
 
In ongoing outsourcing relationships, the pursuit of strategic technological innovations usually starts once 
outsourcing services are up and running (Weeks and Feeny, 2008; Kotlarsky et al. 2016). Our framework’s 
point of departure is therefore not at the start of an outsourcing engagement, but rather the critical point 
during an ongoing project when the client’s focus shifts from costs to innovations and the provider is tasked 
with value creating activities in addition to peripheral outsourced services. This focus shift thus triggers a 
significant change in formalized strategic goals on both sides and may ideally result in the adoption of a 
normative win-win goal by both partners (Foss and Lindenberg 2013). The broadened project scope and 
subsequent closer involvement of the service provider then enables the client to tap into the provider’s 
extensive pool of accumulated innovations, while the provider can gain a clearer picture of the client’s 
business problems, challenges and future intentions, which facilitates a head-start when it comes to 
extending their service provision offerings. In line with the goal-framing theory notion that goal-frames are 
dynamic as the focal goal continuously shifts between the three overarching goal types (Lindenberg and 
Foss 2011), we expect some mutual adjustment in the shaping of the strategic client’s and provider’s goals 
and business objectives, with the newly obtained information possibly reinforcing or displacing the prior 
goal-frame. Service providers who are continuously working on a pool of innovations (technological and 
new services) are then able to see whether any of these innovations can be extended, adjusted and/or 
integrated into what clients will see as innovative solutions for their current and future business problems, 
while clients need set internal wheels in motion for the deepened collaboration (Kotlarsky et al. 2016). 
Similarly to the earlier phase transitions, we again expect possible goal-frame dynamics, for better or worse. 
The framework’s endpoint is set at the integration phase, since the subsequent commercialization of the 
innovation presupposes an already successful completion of the innovation formation process, and is 
associated with different challenges such as value appropriation or contract renewal/termination. In this 
last stage, the client prepares the introduction of the jointly developed innovation and may face challenges 
such as internal resistance (Shi 2007), while the provider guides the client during the innovation’s 
integration.  
Conclusion and Potential Contributions 
The growing displacement of a financial by a strategic rationale to outsource, and consequent redefinition 
of the client-provider relationship from contract-focused arrangements to long-term quality-focused win-
win partnerships between trusted, equal business partners, is a trend which Kakabadse and Kakabadse 
(2005) anticipate as having the potential to become the future outsourcing norm. Nevertheless, the journey 
to such innovation-enabling outsourcing projects is not smooth, as it challenges firms to mutually manage 
the contrasting combination of creativity-based technological innovation development and cost-related 
motives for outsourcing IS (Aubert et al. 2015). Several previous studies have reported failure and 
disappointment in such high-performing outsourcing arrangements due to unfulfilled goals or unmet 
expectations (Su et al. 2015; Weeks and Feeny 2008). With our innovation molding framework, we track 
this issue back to its roots, namely when the strategic goals of the client and service provider first shift from 
a cost to an innovation focus, and follow the goal dynamics during the collaborative innovation formation 
process within the boundaries of the engaged in outsourcing project. From a theoretical standpoint we 
attempt to utilize goal-framing theory as a new approach to analyzing the complex interactions in 
contemporary strategic outsourcing engagements, and also to contribute to the emerging innovation 
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through outsourcing research stream by uncovering and connecting the strategic goal-innovation process 
interrelationship. We also expect to provide managerial insights for both the client and service provider, 
who are attempting to transition from traditional to strategic outsourcing relationships and facing 
difficulties in bringing together each other’s knowledge and utilizing the resulting extended knowledge 
base. Finally, we encourage further investigation of two closely linked research directions that may advance 
our framework and enrich our as yet limited understanding of complex innovation-focused IS outsourcing 
engagements. Firstly, by applying the framework to outsourcing control mechanism research, the 
effective/ineffective application of formal and relational mechanisms can not only be explored across the 
entire innovation formation process, but also in specific process phases. This may ultimately contribute 
vital insights in designing and maintaining a more precise balance between formal and relational 
mechanisms throughout the dynamic development process. Lastly, we also view the boundaries defined in 
our framework from the angle of research opportunity. In the commercialization stage in particular, it may 
be worthwhile exploring whether successful outcomes trigger a significant focal goal shift, for instance from 
altruistic goals during the collaborative innovation molding phase to opportunistic goals as firms attempt 
to maximize the value they can capture. (Kang and Kang 2014) (Verwaal 2017)  
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